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For most organisations the start of the 21st century seems to be about being lean, mean and adaptable. Boss of Hewlett Packard, Carly Fiorina, recently quoted Darwin’s famous phrase to sum up the mood in California’s silicon valley. ‘It’s not the strongest or the most intelligent that survive but the most adaptable’. More generally it seems there is still plenty of business out there but only if the price is a few percent less than last year’s.  The increasingly dynamic world of business is being driven by increasing globalisation, emerging competition, and higher investor expectations, against the backdrop of a now functional World Wide Web and myriad electronic communication options. 

As a result of these pressures an increasing number of finance directors are being asked awkward questions such as: “what exactly does your function do?” and “how does your team really add value to the rest of the company?”  Obvious answers like “of course we must do something – there’s 84 of us!” or “ we’ve always had a finance function” are no longer sufficient, to deflect the scrutiny, if they ever were.  Management boards are increasingly likely to respond, “Sure, of course we need accounting but do we really need accountants?  Isn’t number crunching now just another computer-driven service:, another  commodity? Can’t we just buy it in, like we do for catering?” Some heads of finance already have to formally justify their function’s existence and place in the organisation. 

For some FDs, the subsequent scenario is creating a forward looking agenda, rather than a backward looking justification. Responding to: ‘what’s your team’s mission? Where is it going? What is it going to look like next year? What’s the cost going to be? How will the company recoup that? 

This article is the first in a series of four that reports on an ongoing research enquiry into the evolving role of the finance function. The objective is to provide a framework to help finance directors to make sense of the changing environment of business and to relate the changes to their own organisational context.  We don’t pretend that there are any easy answers, although it seems there is no shortage of advice and comment. However, the overwhelming majority of this is literature tends to follow the ascendancy of accounting, from the traditional arms-length, back office, bookkeeping, role towards a new role which sees accounting as fully involved business partner – working in dynamic, multi-disciplined, teams. The prescription for the future often simply continues the trend. However, we believe that often the real situation for many finance functions is often more complex than that and rather than just simply being a case of onwards and upwards, many finance teams are at basic crossroads. 

Finance directors are telling us that management expect the best of both worlds. Firstly, cheap, fast, efficient, independent transaction processing leading to reliable financial reporting. Secondly, and at the same time, having a real understanding of the business, getting involved in task-driven teams and producing high quality information for decision making. Reconciling these often conflicting positions within a single function and responding to myriad other tasks and responsibilities can lead to role conflict and confusion. 

Through an interactive web-based research project we are presently asking accountants and their ‘customers’ the people who use accounting information both within and outside organisations, what the role of the finance function currently is. And, what it should be in the future.  You can follow our progress and contribute to the discussion at www.role-of-finance.com 

Future articles in the series will address specific aspects, firstly management accounting, followed by financial accounting and then finally some concluding thoughts for the profession as a whole. The web site will also have more substantial academic research papers periodically. 

What is the purpose of accounting?

 To return to the theme of this article, let’s just examine the basic development of accounting and the potential for conflict today. In the beginning there was earth, fire, wind and water.  There was no accounting!  Nowadays, among mankind’s many inventions and creations we have accounting and accountants.  The ACCA alone has over 300,000 members and students.  Surely accounting must serve some useful purpose(s). But what is that purpose? And does accounting need to be done exclusively by accountants?  Does it add value to organisations or is it simply a necessary evil which one day will be replaced by a single all-embracing software package? (Bill Gates don’t read this!).

Accounting was originally developed to support the need for stewardship at a local level and tax assessment at a national one. Landowners appointed stewards or agents to run their affairs as custodians to prevent theft or fraud. The Domesday Book of 1086 in Britain was the first national assessment of the country’s wealth for taxation purposes. (See Higson (2003) for a comprehensive review of the development of accounting and corporate reporting).  The principal focus of what we now call financial accounting was to account for assets entrusted by the owner to an agent who would use them to generate a return (profit) for the owner.  Financial accounting sought to ensure that the surplus generated was calculated accurately and that the original assets were properly accounted for. This need for stewardship was greatly enhanced by the investment of permanent capital through the enactment of the Joint Stock Companies Act of 1844 although there had been acts of parliament for individual companies dating back to the East India Company act of 1613.

A further development saw accountants being also located outside of the organisation; where they could best provide an attestation function for accounting within the organisation. The external role developed and became as significant, if not more so in terms of the numbers of accountants with their names on ‘brass plates’ than accountants employed directly by companies. The focus of this study is on the role of accounting and finance within the organisation. 

From the later part of the 19th century, various techniques under the heading of first ‘cost’ and then ‘management’ accounting have been developed to improve organisational efficiency and effectiveness.  H A Simon et al. (1954) identified three principal roles of accounting: score-keeping, attention-directing and problem solving. The emphasis of the internal (corporate) accountant has been developing towards the latter two roles. That is being a business partner, a team player fully involved in task-orientated activities.  In other words, adding value to business rather than merely keeping the score. 

More recently, the finance function as a collective and distinct entity in many companies seems now to have become slightly less defined in many ways. Individual accountants have been absorbed and embedded into multi-disciplined teams, nearer the ‘sharp-end’ of the business, often with only dotted lines on the organisation chart depicting a functional relationship back to the finance director. Sometimes the status of this new relationship is merely collegial. This may have reduced the collective power (at the very least the central mass) of the finance function itself but at the same time, issues of financial discipline and decision-making have become more important and valued. Interestingly, BT has been pursuing a twin track road to recovery based upon to two headline issues throughout the company; financial discipline and broadband. Accounting is back centre stage but is the finance function. And is there a still need for traditionally qualified accountants to do the accounting. 

Scorekeeping or scoremaking: two dimensions of accounting

This can best be seen in the following diagram.
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Inspired by an article by Anasta (1997)

A key feature of this dichotomy between scorekeeping and scoremaking is the tension created by the possibility of compromising independence and objectivity when accountants become involved in operational aspects of the organisation.  With the Sarbannes-Oxley legislation casting a long shadow across the Atlantic in the post Enron and World.com period, many companies are nudging their accounting emphasis back towards the bottom right-hand quadrant of the table.  Or at least seeking to establish ‘chinese walls’ between the management accounting and financial accounting functions.  Early anecdotal evidence seems to be suggesting that far from triggering the demise of accounting and accountants, the recent corporate scandals have effectively reinforced the needs for a strong, well-resourced and independent finance function within the organisation.  Perhaps as increasing business pressures require greater competitiveness then the pendulum might swing back towards value-adding activities. But, maybe, the two relative positions will become exacerbated leading to something of a schism in the finance function.

We want to hear what is happening in your organisation. Please go to the web site and tell us what your own organisation’s present position on the table is and then predict where you think the present trend is going. 

Core values

On a brighter note, perhaps it is the core values of the accounting profession that will help accountants to maintain their position as the financial analyst of choice against emerging pretenders.  In a recent article in The Times, ACCA’s Technical Director, Roger Adams, argued that ‘the future of corporate governance lies not in structures or rules, but in creating an environment where ethics and integrity are key components’. To this extent the codes of conduct embodied within the respective charters of the various professional bodies, together with education and training in ethics, that will allow the profession to distinguish itself from alternative training routes and academic qualifications such as MBAs and MScs. Whilst no-one would pretend that accountants have a monopoly of ethics (any many would presently argue that accounting and ethics sit uneasily in the same sentence!) the profession is uniquely positioned to build on its strengths and traditions? The questionnaire on the web-site will also ask for your views on this.
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�  The enquiry is concerned with all the activities of accounting, and uses the term ‘finance function’ to reflect popular conceptions of the collective body of accountants within one organisation. Neither is it seeking to exclude related activities such as financial management.





